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Would Revenue Insurance 
Have Paid During the 1993 Flood? 
Chad Hart, 515/294-6307 
Darnell B. Smitl1, 5151294-1 184 
This year has seen the emergence of two new crop 
revenue insurance products: Income Protection (lP) 
and Crop Revenue Coverage (CRC). With emphasis 
on revenue, the new products depart from traditional 
multiple-peril crop insurance (MPCI), that provides 
protection only against yield shortfalls. 
One way to make comparisons of traditional and new 
products is to see how they would have performed 
over the recem past. ln this article, performance of 
these three insurance packages for lowa com over the 
period of 1988 to 1994 is examined. Effectively, if 
revenue insurance had existed in the late 1980s and 
early 1990s, how would expected indemnities have 
compared with MPCI? 
The data includes yield records of farms that insured 
corn through federal-sponsored crop insurance from 
1985 to 1994. This data was made available by the 
Federal Crop Insurance Corporation. Only non-
irrigated farms with an average insured corn acreage 
above 25 acres are covered in this research. Also, only 
selected farm records from counties in which there 
were at least 50 farms in the data set are included. 
Thus, the data consists of a select group of Iowa com 
farms. To test how this impacts the s tudy, MPCl results 
were compared with the actual Iowa corn MPCI 
performance over the period. 
The price data used in this s tudy are the actual prices 
that would have been incorporated into the revenue 
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insurance packages. The MPCl price elections are 
based on the maximum price elections allowed each 
year. Insurance performance is measured here by the 
average per acre indemnity under each of the products. 
The actual performance history (APJ-l) yields for the 
farms are determined by the average com yield of the 
farm over previous years. For example, the 1988 APH 
yield is the average of 1985-87 yields and the 1994 
APH yield is the average of 1985-93 yields. 
The price and yield data employed in the analysis are 
summarized in Table l. The yield shortfall represents 
the average d ifference between a farm's APH and actual 
yields for the given year. A negative yield shortfall 
indlcates that actual yield is above the APH yield. All 
figures presented are state averages of the farm-level 
variables. The yield data shows two Low-yield years 
(due to the 1988 drought and the 1993 Uood) and two 
high-yield years (1992 and 1994). The February and 
November monthly average Chicago Board of Trade 
(CBOT) settlement prices of the December corn 
futures contract are used in the revenue insurance 
calculations. In all years except 1988 and 1993, the 
February price is higher than the November price. 
This price pattern plays a very important role in the 
presented ranking of these products. 
Table 1 : Price and Yield Data 
Feb Price of Nov Price of MPCI Iowa Com 
CBOT Dec CBOT Dec !\tax Price Yield 
Year Com Contract Corn Contract Eleclion ShortfaJI 
($/bu) ($/bu) ($/bu) (bu) 
1988 2.17 2.69 2.00 46.3 
1989 2.71 2.38 2.60 3.8 
1990 2.47 2.26 2.30 -3.5 
1991 2.59 2.43 2.30 1.1 
1992 2.70 2.12 2.30 -34.4 
1993 2.40 2.74 2.30 49.2 
1994 2 .68 2.16 2.40 -34.8 
Avera ge 2.53 2.40 2.31 4.0 
The calculated average per acre indemnities computed 
in the study and the actual reported MPCl per acre 
indemnities are reported in Table 2. The yield cover-
age level assumed in the analysis is 70 percent. The 
actual MPCI figures represent per acre indemnities at 
roughly the 68 percent coverage levd which is the 
average coverage over the period. Given the assump-
tions, this study's calculated numbers compare rather 
well with the actual MPCI indemnities. Thus, it seems 
the select sample has not severely biased these results. 
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Table 2: Average Per Acre Indemnities 
for Iowa Corn 
Computed Computed Computed AciUal 
CRC IP MPO MPO 
Year In demnity lndemniry lndemniry Indemnity 
($/acre) ($/acre) ($/acre) ($/acre) 
1988 45.59 23.20 33.33 28.72 
1989 11.21 11.80 7 .81 6.97 
1990 2.27 2.39 1.68 2.23 
1991 4.26 4.-+8 3.01 5.69 
1992 1.02 1.07 0.43 1.36 
1993 48.49 32.80 42.85 39.40 
1994 1.06 1.12 0.60 0.45 
Average 15.84 10.98 12.82 12.12 
Two clear patterns can be seen in the tables. In ex-
tremely low yield years (1988 and 1993), IP pays out 
the lowest indemnities followed by MPCI and CRC, 
respectively, and the difference in payout is substantial: 
between SlO and $20 per acre. These years also 
correspond with the years where the com price 
increased throughout the growing season. In years 
where yields are near or above average, MPCI pays out 
the lowest indemnities followed by CRC and IP, 
respectively. Even so, averages of indemnities by 
insurance type are strongly dominated by the low-yield 
years. Overall. IP has the smallest average indemnity 
and CRC has the largest. 
These results can be partially explained by looking at 
the specifics of each insurance product. The CRC and 
lP revenue insurance packages use the same initial 
market prices in their computations. The differences 
lie in the percentage of price used (95 percent for CRC 
versus 100 percent for TP) and which price is employed 
in the revenue guarantee (the maximum of the 
February and November CBOT prices for CRC and the 
February CBOT price for IP). In every case, the MPCI 
price election is below these prices. Also, in years of 
near average or above average yields, corn prices have 
fallen during the growing season. Thus, the corn price 
under MPCl is the lowest, followed respectively by 
CRC and LP. This price behavior directly impacts the 
per acre indemnity estimates. 
ln 1988 and 1993, yields were sharply below average 
and corn prices rose throughout the growing season. 
CRCs use of the maximum of the two market prices 
pushed its com price well above the IP com price. 
This helped elevate CRC indemnities above those of IP 
in 1988 and 1993. Also, since the November CBOT 
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corn price was higher than t.he February price, the 
price gain helped offset some yield losses enough to 
drop lP indemnities below those for MPCl. This 
illustrates that an lP type of revenue insurance may 
pay lower or higher indemnities than yield insurance, 
depending on market conditions and intra-year price 
movements. A CRC insurance, with replacement cost 
coverage and a two-tiered price structure, generally 
pays at or above MPCl. 
This article provides an historically based examination 
of the indemnity performance of the two new revenue 
insurance products, Crop Revenue Coverage and 
Income Protection. The study poses the question: if 
these products had existed in the recem past, how 
would they have performed? Their likely performance 
was also compared to that of traditional yield insur-
ance. The results are that the indemnity structure for 
these packages varies from year to year, but distinct 
patterns can be discerned coincidlng with realized 
yields. Even though this analysis is based on historical 
data, the patterns displayed should shed light on the 
future performance of these products. It is hoped that 
this infom1ation, along with a farmer's knowledge 
about his/her risk structure and insurance premium 
information, can provide guidance in selecting the 
most appropriate crop insurance product. + 
Special Articles 
Will Freedom to Farm Harm 
the Environment? 
Bruce A. Babcock, 515/294-5764 
While the effects of the new farm program vary 
dramatically by location, overall environmental effects 
from the new legislation are small (primarily because 
key environmental provisions were continued in the 
new farm but). This conclusion appeared in a recent 
study (RAPS 1996: Agricultural and Environmental 
Outlooll) conducted by researchers at the Center for 
Agricultural and Rural Development (CARD), Iowa 
State University. 
Researchers who examined the likely environmental 
impacts of the new farm legislation believe their 
conclusions will help dispel the worry that increased 
farmer freedom might lead to increased environmental 
degradation. 
The first task for researchers was to evaluate how 
farming practices will change with the new farm 
legislation. Fanning strategies, including how farmers 
till their land, rotate their crops, and use soil conserva-
tion practices, have a large impact on indicators of 
environmental quality. The CARD environmental 
outlook study examines the likely effects of the new 
farm program on five indicators of environmental 
quality in a 12-state region of the Upper Midwest, 
ranging from Kansas in the southwest to North Dakota 
in the north, and Ohio in the east. The five indicators 
are: wind and water erosion rates, nitrate-nitrogen lost 
to surface runoff and leaching, and the level of soil 
organic carbon, which serves as a broad indicator of soil 
health. 
Under the 1996 farm legislation, we should expect 
farmers to plant fewer acres m crops that received large 
subsidies from the old program, and more acres in 
crops, such as soybeans, that did not. But the old farm 
program also restricted how much of these crops a 
farmer could plant. So the government was encouraging 
production with its subsidies and discouraging produc-
tion with the accompanying planting restrictions. 
Under the old program, the government further 
restricted production with the Conservation Reserve 
Program (CRP), which pays farmers to not plant crops 
on environmentally sensitive acreage. The new pro-
gram allows many farmers to take their land out of the 
CRP and grow crops on it. The projected net effect of 
removing planting restrictions, allowing farmers to 
plant their CRP land, and eliminating crop subsidies is 
that farmers in the Upper Midwest wi.ll plant more 
corn, wheat, and soybeans, but less barley and oats. 
Logically, increased acreage of com, wheat and soy-
beans should lead to increased use of ferti lizer, higher 
levels of soil erosion and, because of the conversion of 
CRP land, lower rates of soil organic carbon. That is, 
environmental damage from agriculture should increase 
under the new farm program. However, there are 
certain countervailing forces at work which will help 
reduce the environmental damage. 
For example, farmers who receive the fixed government 
payments must continue to follow their Conservation 
Compliance plans, and these plans can substantially 
reduce soil erosion rates on susceptible lands while 
simultaneously lowering farmers' costs. Moreover, all 
land removed from CRP must be cropped accordlng to 
an approved plan. These provisions should help limit 
increases in soil erosion rates. 
Farmer decisions play a role as well. Now that they no 
longer have an incentive to grow crops that receive 
heavy subsidies, farmers should respond to the new 
farm program by increasing their use of crop rotations. 
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